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Credit risk has always been the most important risk faced by commercial banks. 
Traditional credit risk measurement methods are mainly based on the credit score 
method of accounting information. After the introduction of stochastic model, the 
measure of credit risk has been further developed. In order to reflect the importance of 
risk, the RAROC (Risk Adjusted Return on Capital) has been used in bank for 
performance evaluation. This dissertation blends credit risk measurement models with 
RAROC, and applies the empirical research and Monte Carlo simulation to verify  
the applicability of the models  
Based on informativeness and controllability, we choose first-passage approach 
with exogenous default boundary and normality factor model to blend credit risk 
measurement models with RAROC. 
In order to verify the applicability of the first-passage approach, the empirical 
research based on listed companies in China A-share market has been conducted with 
large sample. By theoretical analysis of the model, the value of the assets (V) should 
be slightly smaller than the sum of the market value of equity (E) and the book value 
of the liability (K), in addition the greater risk of default, the greater the 
difference(K+E-V). This conclusion is supported by the empirical results. Therefore, 
it is not right to let the value of the assets directly equal to the sum of the market value 
of equity and the book value of the liability, but the latter can be used as an alternative 
to the calculation yields and volatility of the asset value, and the value of assets can be 
obtained by solving the equation of the equity value. Using the ST companies and the 
companies with debt restructuring as the companies in financial distress, the empirical 
results prove the applicability of the model, and the discrimination ability of the ST 
companies is greater than the the companies with debt restructuring. 
Monte Carlo simulation is used to calculate economic capital of the loan 
portfolio, and to analyse the influence of credit risk factors. The results show that the 
loss distribution of loan portfolio is fat tail, and the sensitivity analysis finds the 
default probability and correlation coefficients are positively related to economic 
capital, and the lower the probability of default, the greater the correlation coefficient, 
the tail of the loss distribution is fatter. In addition, the comparison of economic 













adjustment and Monte Carlo simulation finds that with not enough number of loan in 
portfolio, the economic capital calcutated by using the Basel II formula is obviously 
underestimated. And the economic capital calcutated by Monte Carlo simulation is 
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